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TO FIX FOREIGN CONSTRUCTION COSTS IN CONNECTION 
WITH CONSTRUCTION SUBSIDY 


TUESDAY, AUGUST 3, 1954 


Hovuss or REPRESENTATIVES, 
CoMMITTER ON MERCHANT MARINE AND FISHERIES, 
Wash ington, D.C. 

The committee met at 10 a. m. in the committee room of the House 
Committee on Merchant Marine and Fisheries, Hon. Thor C. Tollefson 
(acting chairman) presiding. 

Mr. Totierson. The committee will come to order for the purpose 
of taking testimony on H. R. 10101. 

(‘The bill is as follows:) 

[H. R. 10101, 83d Cong., 2d sess.] 


A BILL To amend section 705 of the Merchant Marine Act, 1936, as amended, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 705 of the Merchant 
Marine Act, 1936, as amended (U. S. C. title 46, sec. 1195), is hereby amended 
by inserting before the period at the end thereof a colon and the following: 
“Provided, That in the event the Secretary of Commerce subsequent to January 
1, 1951, awards a series of contracts for the construction of ships to effect the 
allocation of work for national defense, the foreign construction cost of said 
ships shall be determined as of the date of the award of the first contract of such 


series and the excess of the awarded price of each allocated contract over the 


price of the first awarded contract shall be a national defense cost”. 


Mr. Totierson. I should explain to the witnesses that last week I 
had notified the committee there would be no more hearings, and I 
think the committee members took me at my word. 

We have here this morning Mr. Upton, Mr. Casey, Mr. Brown, and 
Mr. Adams. I do not believe there are any other witnesses. 

Mr. Adams, you have a prepared statement. Do you wish to present 
it ¢ 


STATEMENT OF HOWARD C. ADAMS, VICE PRESIDENT, PACIFIC 
FAR EAST LINE, ACCOMPANIED BY ROBERT HOPE, COUNSEL, 
PACIFIC FAR EAST LINE; AND HUBERT BROWN, ASSISTANT TO 
PRESIDENT, PACIFIC FAR EAST LINE 


Mr. Apams. If I may, sir. 

Mr. Touuerson. Yes,sir. You may proceed. 

Mr. Apvams. In view of this late date, Mr. Chairman, we are grate- 
ful to you and the members of the committee for the opportunity of 
presenting our statement. 

My name is Howard C. Adams. I am vice president in charge of 
the Atlantic territory for Pacific Far East Line, Inc., with offices in 

1 
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the World Center Building, 918 16th Street NW., Washington, D. C. 
[ am appearing in support of H. R. 10101 and companion ‘bills H. R. 
10109 and 10113, which would amend section 705 of the Merchant 
Marine Act of 1936. 


The proposed amendment has two purposes: The first is to bring 
the pricing formula of section 705 into consonance with a basic con- 
cept of the 1936 act, namely, the dispersal of ship construction as set 


forth in section 502 (f) ; the second is to insure a uniform pricing base 
for a series of vessels of the same type, such as the oe vessels, 
constructed and sold under the provisions of the act. » latter prin 
( pl . that all vessels of the same type shor a | be sold a the same price, 
clearly established in the Merchant hip Sal Act es 1946. In 
{ connection it is significant to note that the costs of 75 C-3-type 
vessels, the contracts for which were awarded over at least 2 years, 
varied from about $3 million to over $4 million, depending upon the 
yard and the year in which they were built, and yet these vessels were 
all sold at the one price of $1,280,000 under the Ship Sales Act. 
l‘o accon plish the fores ng, the proposed amendment to section 
705 provides that in determining the foreign cost of the commercial 
equivalent of a type of vessel constructed or contracted for in a series, 


such cost shall be determined as of the date of the award of the first 
contract, thus setting a uniform price for all of the vessels in the series, 
regardless of the contract dates of individual vessels. The basic rea- 
son for this is that in situations where a series of contracts for the same 
type of vessel are to be let, national-defense considerations often re- 
quire that the construction be dispersed and allocated to shipyards 
throughout the country. ‘These considerations ats already recognized 
in the 1936 act in section 502 (f) which spec ific: ly prov ides as basic 
policy that the excess of cost occasioned by the fan rsal require ments 
is not to be considered a part of the construction-differentia] subsidy 
but is to be charged to national defense. However, as explained below, 
the section 502 (f) adjustment applies only to vessels priced under 
the title V formula. 

There are two methods of pricing vessels for commercial sale under 
the 1936 act. The first method is set forth in title V and provides for 
the calculation of the sales price by first deducting the cost of national- 
defense features from the total domestic construction cost. From this 
figure there is then deducted the construction-differential subsidy, with 
the final result being the price to the commercial operator. The sec- 
ond method is provided for in title VII under section 705, and is based 
upon an estimate of the foreign cost of the commercial equivalent of 
the vessel, exclusive of national- defense features. 

The second, or title VII, method was used by the Maritime Admin- 
istration in pricing the Mariners, primarily because difficulty was 
encountered in arriving at the cost of the national-defense features on 
these vessels. ‘The Administration calculate the cost of a foreign- 
built vessel having the same commercial features as the Mariner vessel, 
based upon a theoretical contract let in a foreign yard on February 
7, 1951. The February 7, 1951, date was used because it coincided with 
the contract date of the first 25 Mariner vessels, 5 of which were 
assioned to each of the follow Ine Vi ards: New port News Shipbuilding 
& Drydock Co.; Ingalls Shipbuil ling Corp.; Bethlehem Steel Co. 
(Sparrows Point) ; Bethlehem Steel Co. (Quincy) ; Sun Shipbuilding 
& Drydock Co. 
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In discussions between Admiral Cochrane (then Maritime Admin- 
istrator) and President Truman, prior to levting the Mariner con- 
struction contracts, the President approved the dispersal of contracts 
for national-defense purposes. Further, to better vccomplish the 
dispersion, he agreed that no more than five vesesls should be built 
In any one yard and that west coast facilities should be considered in 


the awarding of Mariner contracts. In accordance with me: policy 
bids were received from New York Shipbuilding Co. and t . Beth 
lehem Steel Co. at San Francisco, but such bids were ance; 
higher than the bids for the first 25 vessels, While the Maritime 


Administration wished to let contracts to those yards, it wished also 
to endeavor to obtain costs more favorable t »>the Government. After 


approximately 6 months of negotiation, this was accomplished and the 
ae York Shipbuilding C o, contract was signed on June 25, 1951. and 
Bethlehem Steel contract was sioned August 1, 1951. The delay 


in the awarding of these contracts was occasioned solely by the Gov 

ernment’s police vy of dispe ‘rsing the contracts and collaterally of obtain 

ing more favorable construction costs from the Administration’s 
standpoint. 

As mentioned before, since section 502 (f} does not apply to situ 
ations where the estimated foreign-cost formula is used, no adjust 
ment for the excess cost occasioned by the dispersion policy has been 
made in the prices of the Mariners contracted for with Bethlehem, 
San Francisco, or New York Shipbuilding. 

For the reasons outlined, we believe that section 502 (f) contains a 
basic philosophy of the act, and that section 705 should be amended to 
include this policy so that all sections of the act will be consistent. 
In addition, the amendment will guarantee a accepted principle 
that all vessels of the same type should be sold at one uniform price. 

Finally, we wish to emphasize that the proy aed amendment would 
be of general applicability to all of the Mariner vessels and any other 
series of vessels of one type sold to private purchasers. 

That concludes our remarks, Mr. Chairman. 

Mr. To.tuerson. You made reference to the 75 C3-type vessels which 
were all sold at one price, although built in different yards over a 
period of 2 years. 

Mr. Apams. Yes, sir. 

Mr. To.titerson. Was that same practice followed with respect to 
any other type of vessel ? 

Mr. Avams. It would be if there were special legislation, such as the 
1946 act, which would form a pricing formula for the vessel, or pricing 
act for the sale of the vessel. Otherwise it would have to be priced 
under 502(f) or section 705. 

The special act of 1946 permitted their sale. Incidentally, I believe 
that act provided for the sale on the basis of 35 percent of their domes- 
tic cost after the national-defense features had been subtracted. 

Mr. Totierson. If a uniform pricing formula were not established, 
it could mean that one purchaser would be paying one price for a 
Mariner, and another purchaser would be paying a different price, 
simply because the cost of the individual ship varied due to being built 
in a different yard or on a different date ? 

Mr. Apams. On a different date; yes, sir. In the 1946 act it also 
wrovided fur a uniform sales price for all types, such as the C-1, C-2, 
O3, C4, Victory and Liberty vessels. 
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Mr. Toxzierson. As I understand the theory of a uniform price, it 
is to prevent inequities with respect to different purchasers? 

Mr. Apams. Yes, sir. 

Mr. Touierson. In other words, all purchasers should be treated 
alike when buying identical ships. One should not be required to pay 
more for that ship than another. 

Mr. Apams. That is correct, sir. That is our opinion. 

Mr. Totterson. Mr. Bonner, do you have any questions ! 

Mr. Bonner. I do not know much about this proposition, Mr. Chair- 
man. 

You are dealing here both with the 1936 act and what we call the 
Ship Sales Act, are you? Isthat what you are doing? 

Mr. Apams. Actually, that is what we are comparing; yes, Mr. Bon- 
her. 

Mr. Bonner. When were these ships built ? 

Mr. Apams. The contracts were let in 1951. They have been under 
construction ever since. 

Mr. Bonner. They were built subsequent to the 1946 act ? 

Mr. Apams. Yes, sir. 

Mr. Bonner. The 1946 act dealt with war-built vessels of World 
War II? 

Mr. Apams. That is correct; yes, sir. 

Mr. Bonner. It did not contemplate any vessels built thereafter ? 

Mr. Apams. That is correct, sir. 

Mr. Bonner. Then how do you get these ships involved under this 
act, which were built subsequent to the act ¢ 

Mr. Apams. We do not, sir. We do not ask that they be under the 
1946 act. We merely quote the 1946 act asa precedent to show that 
under that act the vessels were priced the same in the same class, 

Mr. Bonner. L understand. 

Mr. Apams. These come under the 1936 act exclusively and have 
been priced under title VII, whereas title V provides that the vessels 
be priced on the basis of the first series of contracts, and that if dis- 
persal is required or desired by the Government, for national-defense 
purposes, that no additional cost will be had because of the dispersal 


? 


obtained. 

Mr. Totiterson. Mr. Allen, do you have any questions ? 

Mr. Auten. Mr. Adams, as a mater of fact the Mariner class ships 
were built, as I understand the situation, without any exact authority 

1 the law coming out of the 19: — 

airs Apams. That is correct, 

Mr. Auuen. They were built ‘Geass an appropriation which was made 
ivailable, and the ships were built and the Government ended up with 
them. It is because of the fact that the ships are in existence and in 
the Government hands that we proceed under title VII to acquire 
them ? 

Mr. Apams. That is correct, sir. 

Mr. Atten. At the same time, under title VII there was never any 

ontemplation of the transaction which actually took place, nor the 
= icing of the ships which resulted from that. 

Mr. Apams. T hat is right, sir. 

Mr. AuxeN. Is that about the basic reason for the necessity for this 
law ? 


Mr. Apams. Yes, sir. 
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Mr. Auten. I notice in the bill as drawn that it concerns the award 
ing of a series of contracts for the construction of ships, but the bill 
does not say that the ships are identical or approximately identical. 

Mr. Apams. They are identical, Mr. Allen. They are at least 
approximately identical, and they are all bid from the same set of 
plans. 

Mr. Auten. Obviously the determination that there should be one 
price for a series of ships contemplates that the ships should be either 
identical or so nearly so as to be hardly distinguishable one from the 
other. 

Mr. Apams. That is correct, sir. 

Mr. Totierson. Mr. Shelley, do you have any questions? 

Mr. Suetiey. I notice, Mr. Adams, that the price of these Mariner 
ships varies as follows: The Newport News contract date was February 
7, 1951, and the price was $7,775,000. 

The Ingalls Shipbuilding contract was the same date, and the price 
was S7.898.000. 

The Bethlehem Steel (Sparrows Point) contract was the same date, 
and the price was $7,938,000. 

The Bethlehem Steel (Quincy) contract was the same date, and 
the price was $8,296,000. 

The Sun Shipbuilding contract was the same date, and the price 
was $8,599 256. 

Then there is a gap of 4 months until June 25, 1951, when we get 
to New York Shipbuilding, at SY.290,000, 

Then there is a further gap of 2 additional months, which brings 
us into August 1, 1951, when Bethlehem Steel, San Francisco, has 
$9,493. 000, 

Then there was an additional amount of $34,834 for plans, which 
increased it 

Do you have any theory or explanation as to why that wide gap 
existed between various amounts of building costs? 

Mr. Apams. Ineach individual yard, sir ? 

Mr. Suetiey. Not necessarily in each yard 

Mr. Anams. The last two yards, you mean ? 

Mr. Suetey. Yes. 

Mr. Anams. As to the west coast yards, the labor rates were higher 
there. ‘The materials were higher. ‘There is, normally, a greater cost 
on the west coast than there is on the east coast. 

At New York Shipbuilding I think you have the same reason, sir, 
for the costs of production there have been somewhat higher on most 
of their contracts than at other yards. 

As I understand it, sir, the contracts were finally negotiated on the 
basis of approximately the same profit per vessel for each yard. 

Mr. Sueitey. Would part of the reason for that differential be the 
time lag? It would not only be just the difference in labor cost, but 
also there may have been an increase in material cost over that 6- or 
8-month period ? 

Mr. Apams. Yes, sir. 

Mr. Suetiey. As wellasa change in labor rates, with new contracts 
having been negotiated in the meantime. 

Mr. Apams. Yes,sir. That could be it. 

Mr. Sureniey. Has your firm bought any of these Mariners? 


HONTS 54 9 
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Mr. ADAMS. We have entered into a contract for 3 of them; yes, sir. 

Mr. Suettey. Where were they built / 

Mr. Apams. They were built in San Francisco, at the Bethlehem 
yard. Our contract was entered into last August. 

Mr. Suetiey. Was there any price determined at the time that the 
contract was entered into / 

Mr. ApAMs. No, sir: there was not. We were told at that time it 
was impossible tO arrive at a price. The for mula had not yet been 
completed. The figures had not been yet evaluated. 

We entered ] to th e contract on the basis thet we woul | | le equiti ab ly 
treated: that we a entered into the contract in good faith wi ithout 
KHOWING what the ial 
that they would all a 
paid would be the price for the Mariner groups 

Mr. Suetiey. In addition to whatever price is finally determined as 
the price you will pay, is your company putting additional money into 


price was to be. But it was our understanding 
priced the same and that whatever price was 


these vessels ? 

Mr. Apams. Yes, sir. We found that while the Mariner vessel is 
a good vessel for our particular trade route it is not a perfect vessel 
for the trade route. I should say that the price of the vessel or the 
cost of the vessel is being rere: ed to the extent of about $1% million. 

Mr. Suetiey. Per vessel ? 

Mr. Apams. Per vessel. $1.5 million per vessel includes the modify- 
ing of the vessel to make it possible to have better revenues on our par- 
ticular trade route, and to make the vessel more commercially adapt- 
able to our trade route. Wethink without those modifications it would 
be a question whether the vessel would be profits able over a long term. 

Mr. SHettey. Who pays that additional cost? 

Mr. Apams. We pay our unsubsidized portion of that cost. The 
cost to us, we think, will be somewhere around $900,000. We do not 
know exactly what it will be. 

Mr. Sue:iey. What has been the general attitude of people in the 
industry toward the Mariner vessels, particularly as is? 

Mr. Apams. The opinion originally, Mr. Shelley, was adverse—com- 
pletely adverse. I think we were the only company which was willing 
to venture forth with a contract for the vessel. The opinion in the 
industry seemed to be that the ship was somewhat awkward for use 
for commercial purposes. 

Mr. Suettey. Why was that? 

Mr. Apams. Well, it was very fine forward. For example, the No 
1 hatch, I think, has something like a 700-ton or 800-ton capac- 
ity, whereas the No. 4 or No. 5 hatch has between 4,500- and 5,000-ton 
capacity. 

If you come up along the doc kx, it will take maybe 4 or 5 days to dis- 
charge the No. 4 hatch, where it would take 24 hours to discharge the 
No. l hatch. You cannot discharge the hatches uniformly and get the 
vessel underway quickly. 

Those parts of the ship we cannot modify. 

We have added to the ship reefer space, which will increase our 
revenue over dry cargo. We have added deep tanks in the amount of 
1,600 tons, which will increase revenues by shipping commodities that 
will require less expense and less cost of handling. 

Mr. Suewtiey. Is a fair amount of refrigerating space on vessels an 
adjunct to business in the trade in which your line operates? 
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Mr. Apams. We have found that the foreign vessels which are com- 
ing into that trade with new ships have all the way from 50,000 to 
60,000 to 70,000 cubic feet of capacity. The Mariners, as built origi- 
nally, have 33,000 cubic feet capacity. 

Mr. Suecitey. You are increasing that ? 

Mr. Apams. We are increasing that to 90,000; yes, sir. 

Mr. Suetitey. Why is it the three vessels you bought were the ones 
built at Bethlehem, San Francisco? Did you have an opportunity to 
buy other vessels ? 

Mr. Apams. Yes, sir. We had the opportunity to buy any 1 of 
the 35 vessels. At that time everyone thought they were “ugly duck- 
lings” and did not want any part of them. 

Mr. Suetiey. They were all available / 

Mr. Apams. At that time there were 35, sir. Since that ee 
ent comp: iunies have taken 1 each, so there is a total of 33. We hada 
that time the opportunit} of buving sl ape built by Newport News, - 
Pascagoula, or the Ingall Ship buildin o@ ships. We felt that for the 
sake of eflicienc \ of the Vi ard and for the aa of efliciency of our e1 
gineering department it would be well to have the ships right at our 
home base, where we could have frequent inspections : and have a resi 
dent engineer on the job to see that our particular modifications were 
incorporated properly. 

Mr. Sueuier. I am asking these questions for the record, because 
I believe I know a little bit about the ships built at San Francisco, 

All of your ships h: ive not been built vel , have they ¢ 

Mr. ADAMS. No, sir. They are all in the process of construction 
right now. We have had one ship launched, on the 22d of June. The 
next ship will be launched in December or January. The third ship 
will be launched about April or May of next year. 

Mr. Sueiiey. Does the fact that you bought the shi ips while they 
were still under construction facilitate the Incorporat! on of the modi 
fications you desire ? 

Mr. Apams. Yes, sit 

Mr. Sueitiey. As compared to the process of buying ships which 
had been in operation and then ripping them a part and putting them 
back together ? 

Mr. Apams. Yes, sir. 

Mr. SHELLEY. Can that work be done more cheaply by incorporat 
ing those modifications into the original construction than by ripping 
outa ship which has been operating ¢ 

Mr. Apams. All things being equal, I would say it could be done 
much cheaper, yes, sir, if your costs remained constant throughout 
your contract. 

Mr. Suetitey. Do you know if there were any conversations with re- 
gard to the subject of dispersal at the time these Mariner contracts 
were being let ? 

Mr. Apams. I have discussed that matter with Admiral Cochrane, 
Mr. Shelley, and I am informed by him that he discussed the matter 
with President Truman. Under certain phases of the act Presidential 
approval is required for dispersal. That approval was given by the 
President personally in a conversation at the White House. It is my 
information from Admiral Cochrane that President Truman did agree 
to dispersal. He did agree to no more than 5 ships being built in any 
1 yard. 
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Mr. Suettey. At this point, Mr. Chairman, I should like to say for 
the record that I engaged in very long conversations with Admiral 
Cochrane, Mr. Gatov, and Mr. Williams on this subject, since I had an 

nterest in seeing that some of those ships went to the Pacific coast 
for construction, after I went to the trouble of helping get an appro- 
priation through. I also had several conferences at the White House 

ith Admiral Dennison and the President on this very same subject 
matte! 

(Discussion off the record.) 

Mr. Sueniey. That is all, Mr. Chairman. 

Mr. ‘Totterson. Mr. Ray. 

Mr. Ray. I would appreciate it if you could give me some informa- 
tion relative to the prices of these three ships your company is pur- 
‘hasing, as related to the prices for the rest of the ships in the series. 

Mr. Apams. Yes, sir. The three vessels we are interested in were 
priced under section 705 on the basis of the cost of the vessel if built in 
. foreign yard, with the commercial capacity or commercial specifi- 

ations, less any national defense features. In other words, they took 
i. vessel which had a capacity of approximately 733.000 cubic feet with 
i speed of 18 knots. 

Mr. Ray. I am just interested in what the cost was and what the 
price would be under the present law as compared to what the price 
would be if this amendment were adopted. 

Mr. Anams. The price under the present law, sir, as it is presently 
written, for the ships built in San Francisco and the ships built at the 
New York Shi ipbuilding Co., will be $4.424.000. 

Mr. Ray. What would the price be if this amendment is adopted ? 

Mr. Apams. If this amendment is adopted all Mariner vessels will 
ve priced at $4,120,000. 

Mr. Ray. That relates to a cost comparison as between domestic and 
foreign construction, taking into account the time when the first ship 
was built and the cost of that first ship? 

Mr. Apams. Yes, sir; that is correct. It is actually the average of 
the first 25 vessels, Mr. Ray. They take the date of the first 25 vessels 
isa uniform date. It is the date of the first 25 vessels of the contract, 
ind that date is February 7,1951. We believe that all Mariner vessels 
should be priced as of that date, because that was the date on which 
the Mariner construction program began. 

Mr. Suenirey. Will the gentleman yield ? 

Mr. Ray. Yes. 

Mr. Suetitey. When considering the contracts for the vessels, which 


were let on February 7, 1951, I assume the low price you have just 
quoted for sale would be the price of the Newport News vessels, which 


s $4.120.000 # 
Anas. Yes, sir. 

Mr. Suretiry. Have you any estimate as to what the first price 
would be, using the same formula the Maritime Administration evi- 
dently has been using under its interpretation, if it were extended out 
to the other ships constructed by Ingalls, Bethlehem (Sparrows 
Point), Bethlehem (Quincy), or Sun Shipbuilding? 

Mr. Apams. Sir, under the section 705 pricing it would be the same 
price, because it was a cost of the foreign-built vessels. Those con- 
tracts were all let at the same date. The cost of the individual yard 
does not apply. 
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Mr. Suetiry. Since the contracts were let on the same date, the only 
variation involved would be with regard to the price on the New York 
Shipbuilding, those five vessels there, and the Bethlehem Steel, San 
Francisco, construction. since those contracts were let at a later date? 

Mr. Apams. That is correct, sir. 

Mr, Suetiey. By which time there may have been some fluctuation 
in the foreign cost ? 

Mr. Apams. That is correct. 

Mr. Sueiiey. Or some fluctuation in our costs as compared with 
foreign costs? 

Mr. Apams. That is right, sir. 

Mr. Suetziey. Do you know anything about what figure would be 
involved on the New York Shipbuilding vessels ? 

Mr. Apams. Yes, sir. The New York Shipbuilding figure would 
be $4.261.000. 

Mr. Suetiey. $4,261,000. Then you would have 25 vessels which 
were built at varying figures per ship, but because the contracts were 
all let on the same date they would be sold at the same price of 
$4,120,000 ? 

Mr. Apams. Correct, sir. 

Mr. SuHetitey. You would have eight other vessels to be sold? Do 
you have the eight now? 

Mr. Apams. We have 5 and 3. 

Mr. Suewtiery. Five and three. There are eight vessels which, be 
cause they were contracted for at a later date would have a higher 
sales price to an eventual purchaser ? 

Mr. Apams. That is right, sir. 

Mr. Ray. Would you give those dates again? How many series 
were there ? 

Mr. Suetiey. I am reading from the Federal Maritime Board, sales 
price, Mariner class vessels, staff hearing, September 9 report, by Mr. 
Green and Mr. Harrell, 1953. <A decision of February 8, 1954, in which 
these prices are set forth at February 7, 1951: Newport News Ship- 
building, $7,775,000—— 

Mr. Ray. I just would like to know how many series of contracts 
were developed. 

Mr. Sueiiey. Seven. 

Mr. Ray. There were seven series? 

Mr. Suetiry. Seven contracts to 7 different shipyards for 5 vessels 
each. 

Mr. Ray. I am puzzled as to what constitutes a series of contracts. 
I understood from something you said a few moments ago that there 
was a series. 

Mr. Suetiey. There were five contracts let to the following yards: 
Newport News, Ingalls Shipbuilding, Bethlehem Steel (Sparrows 
Point), Bethlehem Steel (Quincy) and Sun Shipbuilding, all on Feb- 
ruary 7,1951. All those contracts were executed as of that date. 

Mr. Ray. Does the language in the proposed amendment, “series of 
contracts for the construction of ships,” apply to the total of 35, or 
was there more than one series involved in the Mariners? I am just 
trying to see how this language would apply to the situation we have 
been talking about. 

Mr. Sueiiey. Well, I would say that all seven of them were of the 
same series, There was a series of contracts for the construction of 
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Mr. Ray. When you are dealing with years that are past, it is a 
theoretical difference. 

Mr. Apams. That is merely a precedent, Mr. Ray. 

Mr. Auten. Will the gentleman yield ? 

Mr. Ray. Yes. 

Mr. At LEN. The average would be the averare ot the eosts 1n foreign 
yards rather than in United States yards ? 

Mr. Apams. That would be consistent. 

Mr. Auuen. It would be quite possible that the second foreign cost 
would be less than the first. It is not a matter of taking the lowest 
cost, but the first cost, and if you do not take the first cost, you would 
never know what the average was until you were sure you had finished 
the series. 

Mr. Ray. I can see some practical difficulties in almost any method 
to reach a fair uniform price. Was the foreign cost computed more 
than once? 

Mr. Apvams. In this case it was computed three times. In the report 
of the Maritime Board the costs, as I understand it, were based on 
existing foreign costs on February 7, 1951; again on June 25, 1951; and 
again on August 1, 1951. I do not know whether more than one yard’s 
costs were computed in arriving at that figure. 

Mr. Ray. Were there wide differences in those ? 

Mr. Apams. I cannot answer that, Mr. Ray. 

Mr. Touiierson, Are there any further questions on the part of the 
committee ¢ 

Mr. Bonner. When was this series of 75 C-3 type vessels built ? 

Mr. Apams. When were they built? 

Mr. Bonner. Yes. 

Mr. Apams. Between 1943 and 1944. 

Mr. Bonner. They were taken into consideration under the 1946 
Ship Sales Act? 

Mr. ApaAms. Yes. 

Mr. BONNER. These two things are entirely different. 

Mr. Apams. That is correct. 

Mr. Bonner. Then there is no use to mention this in this article. 
The 1946 Ship Sales Act took cognizance of all vessels? 

Mr. Apams. That is right; during the war. 

Mr. Bonner. That is what I thought. 

Mr. ‘Toutterson. Any further questions ? 

If not, thank you, Mr. Adams. 

I call Mr. Upton. 


STATEMENT OF E. C. UPTON, JR., MEMBER OF FEDERAL 
MARITIME BOARD 


Mr. Upron. Mr. Chairman and ladies and gentlemen of the com 
mittee, we do not have this morning a prepared statement for the 
record, and if I might testify from notes. 

Mr. Totierson. You may. 

Mr. Upron. This bill is designed to provide a uniform sales price 
for vessels constructed under a series of contracts executed by the Sec 
retary of Commerce on different dates. 

Under the Merchant Marine Act, 1936, us amended, the sales price 
of a vessel, with respect to which a construction-differential subsidy 1s 
cranted, is its foreign construction cost, exclusive of national defense 
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35 identical-type vessels. We appropriated $350 million with the 
original intent of building 50 vessels. Thst was in 1950, and we a 
prop! iated $350 million with the thought Oi building 50 vessels. By 
the time they had arranged their contract-negotiating program, they 
found that the costs were up and they could only get 35 vessels out 
of the $350 million. 

They called for bids from all the yards in the country, with the re- 
servation that no yard would bid on less than four vessels, and as a 
result they got varying bids. 

On Februarv 7. 5 contracts for 25 of the 35 vessels in the series were 
let for construction of 5 each in 5 different yards at varying costs per 
ship per yard. Then 4 months later the New York Shipyard got 5 
at even a higher cost because in the meantime there had been a wage- 
contract negotiation and costs had gone up because of the clamping 
down on steel and supplies. Then on August 1 the last contract for 
the last five was let to the San Francisco Bethlehem yard. 

Mr. Ray. Allin one series ? 

Mr. SuHewxtey. I should think so. 

Mr. Ray. Isthat the way you construe it, Mr. Adams ¢ 

Mr. Apams. That is correct. 

Mr. Ray. Does this method of a common sales price result in an 
additional construction d fferential subsidy ( 

Mr. Apams. No, sir. 

Mr. Ray. It leaves the Government carrying a larger part of the 
cost than would be carried if it were to deal on a ship-by-ship basis? 

Mr. Apams. In this particular case perhaps that is true, Mr. Ray. 
It has never been true before, as far as I know. At least, insofar as 
we have checked, the CGrovernment put a pl Lee on vessels of a particular 
type that was uniform to the operator or to the private purchaser and 
tis our opinion that there is a certain amount of righteous equitability 
here that they 3] ould be priced the sam to all one rators, 
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Mr. Ray. When you are dealing with years that are past, it is a 
theoretical difference. 

Mr. Apams. That is merely a precedent, Mr. Ray. 

Mr. Atten. Will the gentleman yield ¢ 

Mr. Ray. Yes. 

Mr. Artuen. The average would be the averave of the costs in foreign 
yards rather than in United States yards / 

Mr. Apams. That would be consistent. 

Mr. Atuen. It would be quite possible that the second foreign cost 
would be less than the first. It is not a matter of taking the lowest 
cost, but the first cost, and if you do not take the first cost, you would 
never know what the average was until you were sure you had finished 
the series. 

Mr. Ray. I can see some practical difficulties in almost any method 
to reach a fair uniform price. Was the foreign cost computed more 
than once? 

Mr. Apams. In this case it was computed three times. Inthe report 
of the Maritime Board the costs, as I understand it, were based on 
existing foreign costs on February 7, 1951; again on June 25, 1951; and 
again on August 1, 1951. I do not know whether more than one yard’s 
costs were computed in arriving at that figure. 

Mr. Ray. Were there wide differences in those ? 

Mr. Apams. I cannot answer that, Mr. Ray. 

Mr. Totierson. Are there any further questions on the part of the 
committee ¢ 

Mr. Bonner. When was this series of 75 C—3 type vessels built ? 

Mr. Apams. When were they built ? 

Mr. Bonner. Yes. 

Mr. Apams. Between 1943 and 1944. 

Mr. Bonner. They were taken into consideration under the 1946 
Ship Sales Act ? 

Mr. Apams. Yes. 

Mr. Bonner. These two things are entirely different. 

Mr. Apams. That is correct. 

Mr. Bonner. Then there is no use to mention this in this article 
The 1946 Ship Sales Act took cognizance of all vessels? 

Mr. Apams. That is right; during the war. 

Mr. Bonner. That is what I thought. 

Mr. ‘Totterson. Any further questions? 

If not, thank you, Mr. Adams. 

I call Mr. Upton. 


STATEMENT OF E. C. UPTON, JR., MEMBER OF FEDERAL 
MARITIME BOARD 


Mr. Upron. Mr. Chairman and ladies and ventlemen of the con 
mittee, we do not have this morning a prepared statement for the 
record, and if I might testify from notes. 

Mr. To.tuerson. You may. 

Mr. Upron. This bill is designed to provide a uniform sales price 
for vessels constructed under a series of contracts executed | AY the See 
retary of Commerce on different dates. 

Under the Merchant Marine Act, 1936, as amended, the sales price 
of a vessel, with respect to which a construction-differential subsidy is 
granted, is its foreign construction cost, exclusive of hat ional defense 
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features. Section 705 of the act provides that such cost shall be deter- 
mined as of the date of execution of the contract for the construction 
of the vessel. 

The bill provides that, if after January 1, 1951, the Secretary of 
Commerce awards a series of contracts for the construction of ships 
to be built in various parts of the country in the interest of national 
defense, the estimated foreign-construction cost of such ships shall be 
determined as of the date of award of the first contract of such series. 
When a series of contracts for the construction of ships is awarded at 
various dates, the estimated foreign construction cost of the vesseis, 
although of similar design, may vary substantially. 

For ex: umple, contracts for the construction of the Mariners were 
awarded on 3 different dates: February 7, 1951, 5 contracts for the 
construction of 25 Mariners: June 25, 1951, 1 contract for the construc- 
tion of 5 ships; and August 1, 1951, 1 contract for the construction of 
5 ships. 

These contracts were awarded under Public Law 911, 81st Congress, 
Second Supplemental Appropriation Act, 1951, which made available 
$350 million for the construction of Mariner-type cargo vessels. ‘The 
construction of these vessels was undertaken to provide fast, modern, 
dry-cargo ships for national defense and in aid of the American 
merchant marine. 

In order to effect early delivery of the vessels and to give the major 
shipyards experience in the construction of this type of vessel in the 
interest of national defense, the contracts were allocated on a five- 
ship basis. 

Bids for the construction of Mariners were received from 10 ship- 
yards and awards of 5 vessels each were made to the 5 low bidders on 
February 7,1951. In an effort to reduce the overall cost of construct- 
ing the vessels under the allocation plan referred to above, awards to 
the a : of the 7 lowest bidders were delayed until June 25, 1951, and 
August 1, 1951, respectively. 

The minimum basic price—estimated foreign-construction cost of 
a Mariner, without changes, escalation, and so forth, for freighter use, 

xclusive of national-defense features, was determined by the Federal 
Maritime Board to be, on February 7, 1951, $4,120,000; on June 25, 
1951, $4,261,000; on August 1, 1951, $4,424, 000. 

The Administration believes it is desirable to have a uniform sales 
price for ships, the contracts for the construction of which are aw: apped 
In a series, and where such contracts are awarded to effect an alloca 
tion of the shipbuilding in the interest of national defense. 

We believe, however, that the price should be arived at by averaging 

he foreign-construction cost of all the ships cons structed under the 
series of contracts. The foreign-construction cost of each vessel 
vould be estimated as of the date of the execution of the contract 
covering its construction. By averaging the construction cost in this 
manner, the total sales price of the vessels, assuming all the vessels so 
constructed were sold, would be the same as if the estimated foreign 
cost of each vessel was determined as of the date of the contract for 
its construction. The selection of the date of the award of the first 
contract seems to us to be abitrary. Further, it should be noted that 
the estimated foreign cost at the date of the award of the first contract 
in a series might be either higher or lower than the average, depending 
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upon events which occur after the award of the first contract in a 
series in the foreign country which was selected as the foreign ship- 
building center. 

I would be happy to answer any questions. 

Mr. Totiterson. Do I understand your views differ from Mr. Adams’ 
in connection with sales price / 

Mr. Upron. Yes. 

Mr. Totzierson. In point of view of figures, what would that 
amount to? 

Mr. Urron. There is a difference of about $63,000 on the weighted- 
average method. ‘That would be the base price subject to depreciation 
and increased by escalation and extras. 

Mr. Totzerson. In other words, you are averaging the foreign costs ? 

Mr. Urron. Of the 35 built, yes. 

Mr. Totuerson. Any questions ? 

Mr. Suexiey. That will bring it to what sales price ? 

Mr. Upron. $4,183,000. 

Mr. ALLEN. Suppose it is determined we need 25 more Mariners of 
the same specifications and the Secretary proceeds to award those to 
5 different yards, then what will you do with the price, having in 
mind the first ones will alre: acdy be sold 2 

Mr. Upron. I think the Board would have to redetermine the esti- 
mated foreign cost as of the new date, and it seems to me offhand, it 
would be considered a4 hew series. 

Mr. Atien. Then would you not have a number of identical ships 
available at different prices? 

Mr. Upron. You would, sit 

Mr. Atuten. Is that desirable? 

Mr. Urron. I think the timing of it, Mr. Allen, would be the defense 
of it. I think there has to be a cutoff date, which is a reasonable period 
of time. I think if we were to continue the construction of Mariners 
over 5 or 10 years it would be administratively pretty unwieldy. 

Mr. Auten. I had some criticism of the language of the bill because 
it seems to me it might be well to express in the bill itself that the ships 
would be identical or almost so. 

Mr. Urron. We agree that should be the case 

Mr. ALLEN. And it has been mentioned that the dispersion of these 
contracts was to effect an allocation of the shipbuilding in the interest 
of national defense. Do the records of the Board reflect that the dis- 
persion was to effect such an allocation ? 

Mr. Urron. The records indicate that, Mr. Allen, and we are wait- 
ing for confirmation from Admiral Cochrane to that effeet, which 
has not been received but when it is received we should be glad to 
submit it for the record. 

Mr. Totierson. That may bo done. 

Mr. Sueniey. Has the Movricime Commission been acting on this 
problem of sales price for Mariners for some time ! 

Mr. Urron. The Board determined the price as of February 18 of 
this year but we have not specifically worked on the prices insofar as 
purchasers are concerned. We have the prices sh own in our report 

Mr. Suetiey. Your foreign-construction prices ? 

Mr. Upron. The foreign-construction prices. 

Mr. Suetitey. And naturally you have all your actual building cost 
prices? 
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Mr. Urron. That is right. and we have the escalation determined 
up to about 2 months ago. 

Mr. Auten. Has this been recognized by the Board and the Admin- 
Istration ner ally as a problem that needed some study and thought, 
these Vi Toma prices ¢ 

Mr. Upron. We have fe It that all purch: isers should be treated equi- 
tably on the pricing of these vessels, but we have done nothing specifi- 
eally on the prob le Am. 

Mr. SHELLEY. Is it fair to say that the thought of the Federal Mari- 
t'me Board, or the desire. has been to grant equity to possible pur- 
chasers and to have a eeoee sales price, but that it has been ques- 
tionable whether you could do that under existing law ¢ 

Mr. Upron. That is correct, sit 

Mr. Suetiey. You differ amd Mr. Adams in that where he pro- 
poses the price of the first contract being taken as the basis for the 
formula, your proposal says it should be a weighted inean average? 

Mr. Urron. A weighted mean average. 

Mr. Sueviey. On all three sets of contracts? 

Mr. Urron. That is right, si 

ae Suetiey. That, in effect, would lower the price to any purchas- 
ers of the 5 ships built at New York and the 5 being built at San Fran- 

‘0 Be thlel hem, and it would increase the price by— 

“Mr. Urron. About $63,000. 

Mr. Sueititey. On the other 25 vessels ? 

Mr. Upron. That is correct. 

Mr. Sueiiey. The vessels, however, as to design, 1s to cargo capac- 
ity, as to speed, as to cargo h indling, as to fuel capacity and general 
fuel cor sumption, as to crew’s quarters, and other Space, are identi- 
cal ? 

Mr. Upron. Could be considered identical. 

Mr. Suetiey. The only variation would be where one yard has a 
different installation method and where one yard has used another 
type of material ? 

Mr. Upron. Those would be the only differences. 

Mr. Suetiry. So that in the price to the purchaser, if you follow 
your present formula as set forth here without any change in the law, 
for getting the same identical object in his purchase, some are paying 
more than others and yel each is vetting the same gene ral objec t¢ 

Mr. Urron. That is correct. 

Mr. Suetiey. And the Board feels that in fairness it should be a 
iniform price? 

Mr. Upron. That is right. 

Mr. Sueviey. The only difference being that you say that uniform 
price should be arrived at by the average of the prices rather than tak- 
ng the first contract price ¢ 

Mr. Urron. That is corre ~ 

Mr. SHeriey. Do you think there is some validity to the point made 
by Mr. Adams in re fe rrin sree e gener: al pr: actice under the 1946 Ship 


Sales Act. where the y took the or igins al price { ’r was that an aver- 
/ 


age rice 
Mr. Upron. That was an average price, Mr. Shelley. 
Mr. Suetiey. That was an average price? 


Mr. Upron. Yes, sir. 
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Mr. SHELLEY. So you would point to that as being a precedent in 
favor of your own proposal rather than a precedent to support Mr. 
Adams’ proposal ¢ 

Mr. Urron. That is correct, sir. 

Mr. Suretiey. What overtures have been made to the Board or nego- 
tiations entered into up to date for the purchase of Mariners ¢ 

Mr. Uprron. We have contracts to sell three to the Pacific Far East 
Lines. 

Mr. SuHeiiey. That was, as I understood from Mr. Adams, an open- 
end contract; they agreed to buy at a price determined between them 
and the Board upon negotiation / 

Mr. Urron. That is correct. 

Mr. Suettey. Go ahead. 

Mr. Upron. One of those vessels has been taken over by the Navy. 
We have about completed the negotiation for the sale of four addi 
tional vessels to an operator. 

Mr. SuHetiey. Are you free to state who that operator is? I under- 
stood it was in the papers. 

Mr. Urron. Yes, it was in the papers. It is the American President 
Lines. t 

Mr. Suetitey. We have very forward looking companies on the 
Pacific coast. 

Mr. Urron. Yes. And I might add we have a growing list of pros- 
pects for those vessels. 

Mr. Suetiey. Did you have any prospects prior to the time the 
Pacific Far East Lines pioneered ? 

Mr. Urton. No. 

Mr. Suetiey. What was the attitude of the industry toward Mari- 
ners at that time ? 

Mr. Upton. The industry, as I saw it, was on a kind of a holdoff 
basis, not quite sure that the vessels would have the commercial advan- 
tage that we believe they will have in the foreign trades. 

Mr. Suetiey. Now we have a situation where the line that cracked 
the ice and came in and stimulated the interest of others in purchasing 
Mariners is probably stuck with a much higher price than those who 
may subsequently come in and buy other vessels. 

Mr. Upton. That is correct. 

Mr. Sueiiey. There might be a possibility, too, that because Pacific 
Far East showed interest in buying Mariners, American President 
Lines thought they had to buy something to keep up the competition. 

Mr. Urron. Do [have to answer that? 

Mr. Suetiey. No. That isall, Mr. Chairman. 

Mr. Ray. Off the record. 

( Discussion off the record.) 

Mr. Ray. Mr. Upton, do you think this small difference in price, 
this small increase, would be a deterrent to other purchasers? 

Mr. Upron. We do not think so, no, Mr. Ray, and we feel that the 
slight difference in base cost in the first group of ships is better than 
having the Government pay an additional cost in the way of national 
defense. We do not think that the additional cost will be a deterrent. 

Mr. Ray. Have you worked out any language for an amendment 
to carry your point of view into the law? 
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Mr. Urron. We have not yet, but we shall be very happy to submit 
what we consider good language. It is conceivable that it is possible 
by idministrative action. 

Mr. Ray. Under the present law ? 

Mr. Urron. Yes, sir. 

Mr. Ray. You are not satisfied that there needs to be an amendment ? 

Mr. Urron. We are not satisfied either way, Mr. Ray. We would 
ikea green light. 

Mr. Ray. Have you set a time by which you expect that answer ! 

Mr. Upron. With the Administrator out of the city for this week, 

nd with the desirability of conferring with the General Accounting 
Office, we believe that by the middle of next week we could have a 
definite statement for you. 

Mr. Ray. You have no objection to a uniform price, but you do not 
approve this one ¢ 

Mr. Urron. That is right. 

Mr. Dorn. Is the gentleman in favor of passing this legislation at 
the next session of Congres 35 instead of this one ? 

Mr. Urron. That is up to you. 

Mr. Dorn. If we wait until the middle of next week, there is some 


lope in some quarters that this session will have adjourned. 

Mr. Upron. I think if it could be done sooner it would be prefer 
ible. I think waiting until the next session should be avoided 
nossible. 


Mr. Suetitey. Will the gentleman yield ? 

Mr. Dorn. Yes. 

Mr. Suetiey. I think the gentleman has raised a very important 
point that I put on the table for consideration. There is no question 
but that the adjournment of Congress sine die is imminent. Even by 
the middle of next week there will probably be fewer members in the 

ommitte than are here this morning. If Mr. Upton feels it can be 
done administratively, that is fine. If there is some question as to its 
administrative achievement, I wonder if we have the time. 

Mr. Harr. Will the gentleman yield? 

Mr. SuHetiey. Yes. 

Mr. Harr. Mr. Upton, some bill was introduced in the Senate yes- 
terday or the day before—it must have been yesterday— -but it was 
introduced by Senator Butler, I think, and some other Senators. Do 
you know if this is the bill he referred to when he said he was intro- 
ducing it, not with any idea it would be acted upon in this session, but 
with the idea that hearings might be held and opinions obtained that 
would enable the respective committees in the houses next year to 
introduce a new bill that would cover all the advantages desired in a 
new bill. Is this the bill he referred to when he said there was no 
desire or wish to have it enacted in this session of Congress ? 

Mr. Upron. It is my understanding this was the bill. 

Mr. Suetiey. Would that leave us in this position, that in the event 
the Federal Maritime Commission was unable to resolve it adminis- 
tratively, that no price would be set for any purchaser until Congress 
had made its determination ? 


Mr. Urron. It would be easy enough to contact the Administrator 


by phone today and we might be able to resolve this very quickly. 
Mr. Totterson. Any further questions? 
Mr. Bonnt R. How many ships do you have under contract ? 
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Mr. Urron. To sell ? 

Mr. Bonner. Yes. 

Mr. Upton. Seven. 

Mr. Bonner. Seven? 

Mr. Urron. Yes, and one has gone to the Navy. 

Mr. Bonner. There are 4 inthis company, or 3? 

Mr. Uprron. We have only contracted for 3 with this company and 
the contract for the 4 with the American President Lines is very im- 
minent. 

Mr. Bonner. Have you finished negotiating the contract with the 
other company ? 

Mr. Urron. Yes. 

Mr. Bonner. Have they agreed on the price? 

Mr. Upton. No. 

Mr. Bonner. The price is yet to be fixed? 

Mr. Upron. That is correct. 

Mr. Suetiey. Is it not also true that there is another Pacific coast 
operator interested in perhaps two with modifications 

Mr. Upron. There has been nothing definite on it; no, sir. 

Mr. Auten. I would like a little more information on how you aver- 
age costs. You take the price on February a u ynaae which 25 ships 
were contracted for ape multiply that price by 2 

Mr. Upron. Yes,s 

Mr. Auten. And you take the June price and multiply it by 5, and 
the same for the August price, and the total figure is divided by the 35? 

Mr. Urron. That is correct. 

Mr. Totterson. Any other questions? 

If not, I thank you, Mr. Upton, and I call Mr. Casey. 


STATEMENT OF RALPH E. CASEY, ASSISTANT GENERAL COUNSE 
GENERAL ACCOUNTING OFFICE 


Mr. Casry. My name is Ralph E. Casey. I am Assistant General 
Counsel of the General Accounting Offi e. I have ho prepared state- 
ment, but we do have a position on this bill. 

We « oppose the bill, but at the same time recognize that a uniform 
price for the sale of these Mariners is desirable. In fact, I think the 
bill is unsound in theory. The reference to section 502 (f) that has 
been made by the proponents of the bill was an attempt to show that 
where the allocation of construction contracts throughout the country 
results in a higher cost for constructing some vessels over others, that 
higher cost should be absorbed by the Government as a part of the 
national defense program. 

In fact, even if we assume that the allocation of contracts here to 
the Pacific coast was a part of the national defense program, that is 
not the situation that resulted in the higher cost of the last two sets 
of contracts. 

Let me explain it this way. They did in fact let 25 vessels on Feb- 
ruary 7, 1951, and 5 more in June, and 5 more in August. The price 
for the ones let in February 1951 turned out to be $4,120,000. That 
was the estimated construction cost in Great Britain for building those 
vessels on February 7, 1951. It is true that the estimated foreign con- 
struction cost in August 1951 was $4,424,000, some $300,000 higher, but 
that is not by reason of the fact that the last 3 vessels were constructed 
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on the Pacific coast but bee: ause foreign escalation costs went up be 
tween Februar \ and August. So the analogy to section 502 (f) is 


completely erroneous. Under section 502 (f{) where a vessel is con- 
structed on the west coast and there is a lower cost on the east coast, the 
Government absorbs that, but here it is not due to dispersion. Con 
Cel\ ibly the first contract could have been let on the west coast and 
the last on the east coast. 

Mr. Suetiey. Even though the original building cost was higher, if 
the material and labor cost in the fUreign yard had gone down in that 


period, then the cost of the west coast vessel to an eventual purchaser 


i] 


would mive heen lowe} 


\Mir. Casrty. No, it would have been higher. I was trying to show 
that the mere accident that the first 25 ships were built on the east 
eoact w >not what result “1 in the hioher eA tha P: F: > Kast 

} Vihnat ted ‘ geet pric to the Pacifie ir rua 
line The first contract could have been less on the west coast. They 
ould h ive decided t oO negotiate with the west coast first, and they 
could have agreed on a price of, say, $9 million on the first ships. In 


August they could have let a contract on the east coast for $7 million. 
We are talking about paying $9 million for west coast ships and $7 
million for east coast ships. When you come along to decide what you 
vill sell it for, you determine what it would cost to build that ship 
in a foreign yard in February 1951. You come up with $4,120,000, 
the cost to build in Great Britain in February 1951. 

To decide what to sell it for in August, you find out how labor and 
mate rial costs rose or fel] in Europe in this period of time. So the 
resulting cost in August has no relationship to where the ship was 
built in the United States, but has relationship only to escalation in 
Europe. 

Now, to go one ste p further, I think it is a mistake to enact a bill 
of this kind where you select the first contract date as the selling price 
when all the ¢ ards are face up. We know what the prices are. We 
know that the first contract resulted in the lower cost. If this contract 
were for the future, I do not believe we would have any objection ai 
all. As Mr. Allen has pointed out, if we envisioned another Mariner 
program—and it may be that the next time they would have 7 sets of 
contracts of 5 each—vou would not be able to determine the selling 
price until you had all the contracts let and all the escalation in so that 
you could average it. If you wanted to take the first contract price 
then and use it as the selling price, then if the prices went up in the 
foreign port, the Government would lose by reason of the fact they 
would be selling a ship at a lower price, but if the prices went down. 
the Government would gain. 

Mr. Suetxuey. In other words, the enactment of this bill as intro- 
duced would make a cut one way now, but it might cut the other way 
in some conceivable conditions ? 

Mr. Casey. It is conceivable that at some future date, for some rea- 
son or other, the prices in the foreign yards might go down. 

I have discussed this matter very, very briefly with Mr. Upton, and 
previously with Mr. Rothschi Id. and I suggested to them tha ut I was 
not at all sure— —although we at 





a uniform price for the M: diabed cota not be worked out wishet exist- 
ing law. The provision in the existing law that has resulted in three 
different prices is a parenthetical phrase in section 705 in which it says 
the selling price shall not be less than the estimated foreign construc- 
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tion cost and then it says in parentheses, determined as of the date of 
the construction of the vessel. 

In my view, that parenthetical phrase was put in there merely to let 
it be known that the limitation was not with respect to the foreign 
construction cost as of the date of the selling of the vessel, but as of 
the date of the construction of the vessel. They wanted to refer back 
to the date the vessel was constructed, because it would be applicable 
to vessels in the hands of the Board 5 or 6 years before they were sold. 

[ do not think Congress intended that the law would be adhered to 
so strictly as to apply to a situation where, applying the strict literal 
terms of the law would tend to produ e inequital le results and defeat 
the intent of the statute. 

In other words, it seems to me there should be given full cognizance 
to the intent of the statute and compliance with the idea of being able 
to place Government-owned ships in private hands, whereas strict 
application tends to defeat that purpose. 

My suggestion would be—and I have in mind particularly that we 
are in the last days of this Congress and that Senator Butler did, on 
July 31, say he was introducing this bill at this time not with any 
hope it could be enacted, but merely so that the views of the various 
agencies could be solicited between now and the time Congress comes 
back, 

I think the Mariner program, we should attempt to work it out ad- 
ministratively. If we need a bill for the future, let us discuss that in 
the next session of Congress, and conceivably this bill we have here, 
with proper safeguards—I say with preper safeguards because it does 
not restrict it in point of time and conceivably you could take this 
60-ship program that has been discussed and apply the first contract 
date for the purchase price of the 60 ships, regardless of anytthing 
else. So I think this particular bill needs further study. 

I do think from the study we have made so far that something could 
be done to arrive at a weighted average price for the Mariners under 
the existing law. So far as the Pacific Far East Line is concerned, the 
present price is $4,424,000. The weighted price would be $4,183,000. 
Tt would only increase the cost of the first 25 ships by $63,000, and 
nobody would be hurt by that, I do not think. 

Mr. Totterson. Will you give the estimated foreign cost under the 
June contract ? 

Mr. Casry. Let me give you the three in order. On February 7, 
1951, it was $4,120,000. On June 25, 1951, it was $4,261,000. And on 
August 1, 1951, it was $4,424,000. 

Mr. Suetiey. That was based solely upon increased labor costs or 
material costs in the British yards? 

Mr. Casey. That is right. 

Mr. Suetitey. And the same yard or yards were used as the meas- 
urement ¢ 

Mr. Casey. They used the indexes for both materials and labor. 

I might point out, also in passing, that Congress recently enac ted 
legislation providing for the construction of 20 tankers, 15 of them 
to be built by private industry, and 5 by the Government. That bill 
was revised in the course of its legislative history so as to eliminate 
from it the authority in the Secretary of Commerce to negotiate con- 
tracts for the construction of those tankers in various parts of the 
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country, and there was substituted for it an amendment requiring that 
they be let by negotiated bidding. 

I see in that provision an inconsistency with the provision here 
which is to absorb in the Government the cost of allocating contracts 
to various parts of the country. Of course, that is a matter for the 
Congress to decide. It is a matter of policy for the Congress itself to 
consider and to decide. 

Mr. To.tterson. You are talking about the armed services tankers ? 

Mr. Casey. Yes, that is right. 

Mr. Auten. Mr. Chairman. 

Mr. Totterson. Mr. Allen. 

Mr. Auten. Mr. Casey, I think I get your viewpoint, and I hope I 
state it correctly. You do believe, as a practical matter, that the ships 
built under this single program of 33 should move under a uniform 
sales price? 

Mr. Casey. Yes. I have always thought so and I so indicated to 
Admiral Cochran 3 years ago. 

Mr. Auten. What would you think of an amendment to the bill 
vhich struck out the nee iso and put in a proviso containing suitable 
wording to fix the price for the 33 ships which are available? 

Mr. Casey. That would be much more desirable than the sugges- 
tion I have made. I just do not know whether or not it is a practical 
ter px lit ically at this stage of t] he Congress. 

Mr. ALLEN. But it would be more desirable ? 


mat 


Mr. C ; Yes, sir, it would be more desirable. 

Mr. io And it would show the sense of the committee. 
Mr. SHEniey. EHO DOWN in political, but procedural 
Mr. Casry. Well, cedural and polit: oat 


TOLLEFSON. ti there any further questions of Mr, Casey? 


Mr. Casey. I might say, Mr. Chairman, that, having expressed 


these views before your committee, as to how we think the law pos- 
sibly could be construed, that we welcome any expression the com- 
mittee would care to olve as to whether or not they concur or disagree 
with the thoughts that I haves xpressed. 


I doi cognize that the Maritime attorneys have tried to adhere to 
the strict letter of or law in this case and they did not present to us 
this question as to whether or not there could be an averaging of the 
price resulting in a snd diee price. I think if it had been presented 
W ith the proper arguments we would have gone along with them. I 
think it is up to them, in the first instanee, to decide that there is th: 
possil le construction of the law and to present the matter to us for ¢ 
formal decision with the appropriate arguments in support of the 
position that they themselves should logically take. 

Mr. Toutuerson. I do not know what the committee will want to do 
with respect to either the bills or the suggestions you have made. We 
will have to await the pleasure of the majority of the members of the 
committee. We thank al for coming up here. We are always happy 
to have you here and to have the views of your Department. They 
are always most helpful. 

Mr. Casey. Thank you, Mr. Chairman. 

Mr. Bonner. What is the price range from the low on the first 
contract to the low on the last contract ? 

Mr. Casey. You are talking now about the construction contracts? 

Mr. Bonner. Yes. 
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Mr. Casry. The first series of contracts involved five different com- 
a. and the construction cost ranged from $7,775,000 paid to the 
Newport News Shipbuilding & Drydock Co. to $9,493,000 paid to the 
Bethlehem San Francisco yard on August 1, 1951. 

Mr. Bonner. That reflected the cost increases in the country? 

Mr. Casey. That I am more or less uninformed on. However, part 
of that represented the higher cost of building ships on the west coast. 
I think Mr. Shelley can answer that. 

Mr. Bonner. Their costs are all higher than on the east coast ? 

Mr. Casry. I certainly do not know as to that. 

Mr. Sneuiey. I think there is an historical differential, and there 
has been over the years. In the first place, your basic steel material 
is mostly manufactured and rolled in the East and then shipped across 
the country. Most of your engine parts, beams, flanges, and so forth 
are made in eastern yards and shipped across the country. I think 
in recognition of that situation this committee established a differen 
tial of 6 percent, which does not even fit the picture nowadays. 

That has been a struggle for years in the West to develop its indus- 
tries and to establish steel and machine tool manufacture so that some 
of that difference could be narrowed. But, as against the record of the 
yards in the East, the record of the yards in the West shows that in 
the two wars ships were built quicker out there and that more ships 
were built there because of the weather component. They work all 
the year ‘round on the west coast. 

Mr. Auten. Do you have the price on the contract of June 25 and 
the high price under the February 7 contract ? 

Mr. Casey. Yes, sir. Would you like to have me read them all out ? 

Mr. Aten. No, just those two. 

Mr. Casey. The high price under the February 7 contract was the 
Sun Shipbuilding Co., $8,399,000, and the price on the contract let on 
June 25, 1951 to the New York Shipbuilding Co. was $9,290,000. 

Mr. Suetiey. How far is the Sun Shipbuilding Co. from the New 
York Shipbuilding Co., about 50 miles? 

Mr. Harr. About. 

Mr. Sueiiey. On the same general waterway ? 

Mr. Harr. Yes, on the Delaware. 

Mr. Auten. The list of contracts on the west coast was about 2 
percent higher than on the east coast. 

Mr. Ray. Mr. Chairman. 

Mr. TorueFson. Mr. Ray. 

Mr. Ray. May I ask Mr. Adams this question: What do you think 
of setting the price in the bill at $4,182,000? 

Mr. Touterson. You can ask him that question. I do not know 
whether he wants to answer it or not. 

Mr. Apams. Our primary objective is to obtain a uniform price for 
the vessels where we would be in an equitable position with respect to 
all other purchasers of the vessels. I do not know whether the com- 
mittee wishes to accept the principle as set forth in section 502 (f) of 
the act, providing for a minimum price based on the first contract, or 
whether they wish to adopt an amendment under section 705 which 
would provide for a weighted average price. 

Mr. xs. It would be a simpler figure if we had a dollar figure set 
forth in the bill. 
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Mr. Apams. That is right; it would be a much better bill and it 
would be acceptable to us. 

Mr. Tortierson. There are no other witnesses that I know of. If 
there are we will be glad to hear from them. 

All right, then, the hearing is recessed subject to the call of the 
Chair. I wonder if the committee members would stay for a little 
while. 

Mr. Dewey. Mr. Chairman, could I ask if the record is going to 
be open for any particular length of time? 

Mr. Totierson. At least for a few days. 

Mr. Dewey. Could I have 48 hours in which to submit a statement ? 

Mr. To.iErson. Yes, at least until the end of the week. 

Mr. Dewey. Thank you, Mr. Chairman. I would like to have the 
opportunity of inserting a statement in the record. 

Mr. Totzierson. If you wish to insert a statement you may do so. 

Mr. Dewey. Thank you, sir. 

Mr. Totierson. But we would like to have it in before the end of 
the week. 

(Statement was not furnished in time for printing.) 

Mr. Toxierson. If you will excuse us, the committee would like to 
go into executive session for a minute. 

(Thereupon, at 11:45 a. m., the committee went into executive 
session. ) 
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